|PY  C652.1  1937  Pt.  3 


Anthracite  Coal 
Industry  Commission 


1^ 


of  ;■>;:■ 
MORRI5  L.  ERN5T 

Suhmitted  to  tJie 
Governor  of  Pennsylvania 


PYG652.1  May  17, 1937  •■  "^T-t-^. 


Digitized  by 

the  Internet  Archive 

in  2015 

https://archive.org/details/reportofmorrisleOOpenn 


INDEX. 


PAGE 


Outline  of  Report   2 

1.  Outlines  of  the  Anthracite  Industry   2 

A.  Topographical  and  General   2 

B.  The  producing-  end  of  the  industry   3 

C.  Position  of  labor   8 

D.  Distribution  and  Marketing   11 

E.  The  Consumers    14 

11.  The  Bootleg  Problem   15 

Belief  of  Bootlegging-   16 

Recommendation    18 

Bootlegging  a  mere  symptom   20 

III.  Analysis  of  Factors  Determining-  Cost  and  Price   21 

A.  Labor  Charges    22 

B.  Economies  Through  Increased  Efficiency  at 

the  Mine    23 

C.  Royalty  Charges    23 

D.  Encouraging  Lease  of  Presently  Nonproduc- 
tive Lands    23 

E.  Tax  Burdens    24 

F.  Railroad  Freight  Rates   25 

G.  Pyramiding  of  Price  to  the  Consumer   26 


11 

PAGE 


H.  Advertising,  etc   26 

Sine  Qua  Non  of  Recovery:  Unified  Action   27 

IV.  Proposals  for  Eeform   28 

Nature  of  Proposals  Here  Considered.   28 

A.  Proposals  for  voluntary  cooperative  efforts 
v/itliin  the  industry  without  governmental 
control  or  with  minimal  governmental  con- 
trol   29 

1.  Agreements  respecting  marketing  and 
distribution    29 

2.  Voluntary  merger  looking  in  the  direction 

of  unified  marketing  and  distribution   31 

3.  Agreements  respecting  proration  or  con- 

trol on  production   32 

B.  Proposals  for  production,  price  and  labor 
control  of  the  industry  through  code  or  the 

like,  enforceable  by  governmental  sanction.—  33 

C.  Proposals  for  regulation  of  the  industry  in 
effect  as  a  public  utility   34 

D.  Proposals  for  complete  or  partial  govern- 
ment ownership  and  operation  of  the  in- 
dustry  36 

E.  Separate  Treatment  of  Peripheral  Coal 
Lands    39 

Conclusion    40 


1, 


ANTHRACITE  COAL  INDUSTRY  COMMISSION. 


Report  submitted  to  the  Governor  of  Pennsylvania  by  Morris  L.  Ernst. 

This  Commission  was  appointed  on  February  16,  1937.  It 
was  directed  by  statute  to  render  a  report  before  the  adjourn- 
ment of  the  General  Assembly  of  1937.  Its  duties,  which  are 
investigatory  and  advisory,  cover  the  subject  of  illegal  mining 
of  anthracite  coal,  the  general  economic  dislocation  of  the 
industry,  and  the  more  technical  problem  of  the  subsidence  of 
land  due  to  mining  operations.  In  view  of  the  shortness  of  time 
available  for  research  and  deliberation,  it  has  been  found  impos- 
sible to  touch  on  the  latter  problem  and  this  Report  accordingly 
does  not  attempt  to  treat  of  it. 

The  problem  of  bootlegging  is  interwoven  with  that  of  the 
industry  as  a  whole.  Specific  attention  has  been  accorded  the 
bootleg  situation ;  but  the  more  intensely  it  is  studied,  the  clearer 
it  becomes  that  the  bootleg  problem  is  merely  a  phase  or 
symptom  of  a  disease ;  it  may  be  alleviated  by  piecemeal  meas- 
ures, but  it  or  some  similar  trouble  is  likely  to  recur  so  long  as 
the  industry  as  a  whole  is  not  restored  to  health.  On  the  central 
job — reform  of  the  industry — shortness  of  time  prevents  the  sub- 
mission of  any  single  recommendation  or  the  preparation  of 
legislation  incorporating  such  recommendation.  I  am  in  sub- 
stantial agreement  with  Mr.  Lauck  and  Mr.  Angell  as  to  certain 
lines  of  inquiry  that  may  prove  profitable  and  with  their  ulti- 
mate objectives.  I  differ  from  them  however  in  various  import- 
ant details  which  may  become  most  important  in  the  attainment 
of  the  results  sought.  Moreover  I  have  not  been  able  to  examine 
fully  their  legislative  proposal,  tax  program,  fiscal  items,  etc. 
relating  to  the  corporate  entity  referred  to  in  their  report. 
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OUTLINE  OF  REPORT. 


I  shall  (I)  sketch  briefly  the  general  condition  of  the  industry 
in  terms  of  the  various  groups  engaged  therein,  noting  some  of 
the  factors  entering  into  the  bootleg  problem;  (II)  summarize 
and  analyze  various  suggestions  looking  toward  correction  of 
the  bootleg  situation,  which  lead  logically  to  a  conclusion  as  to 
the  basis  upon  which  the  recovery  of  the  industy  as  a  whole  must 
rest;  (III)  analyze  the  factors  determining  cost  and  price  in  the 
industry  in  the  light  of  such  tentative  conclusion;  (IV)  consider 
in  broad  outline  the  major  proposals  for  reform  or  relief  of  the 
industry. 

I.  OUTLINES  OF  THE  ANTHRACITE  INDUSTRY. 

A.   Topographical  and  General. 

Through  geological  accident,  anthracite  coal  is  a  natural 
monopoly  of  the  State  of  Pennsylvania,  Thus,  while  having 
National  repercussions,  the  problem  of  the  anthracite  industry 
is  largely  indigenous  to  this  State.  This  aggravates  the  problem 
but  at  the  same  time  facilitates  a  solution  by  intra-State  means. 

Of  the  total  amount  of  anthracite  coal  imbedded  in  the  soil 
of  North  America,  not  less  than  95%  resides  in  this  State.  This 
State  produces  about  99%  of  the  anthracite  produced  in  the 
United  States.  8Mi  billion  tons  are  untouched. 

Pennsylvania  anthracite  is  confined  to  about  500  square 
miles  lying  in  ten  counties  of  this  State,  regionally  divided  into 
the  Wyoming  territory  (Northern  Field),  Lehigh  territory 
(Eastern  Middle  Field)  and  Schuylkill  territory  (West  Middle 
and  Southern  Field).  Of  this  area  of  anthracite  coal  land  at 
least  400  square  miles  will  not  be  touched  for  decades  to  come. 

Such  high  concentration  of  natural  wealth,  exploited  on  a 
commensurately  concentrated  scale,  has  resulted  in  the  peculiar 
dependence  of  many  of  the  counties  mentioned  on  the  prosperity 
of  the  industry.   When  anthracite  goes  sour,  such  counties  are 

Note:  The  figures  herein  are  taken  from  government  records  or  from  reports 
supplied  by  parties  interested  in  the  industry.  Like  all  facts  based  on  non- 
uniform accounting  records  they  serve  merely  as  general  guides. 
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prostrated;  the  few  other  industries  in  the  coal  territory  are 
unable  to  take  up  the  slack.  The  great  majority  of  all  persons 
normally  employed  in  the  anthracite  area  are  employed  in  and 
about  the  production  of  anthracite.  Thus  the  economic,  physical 
and  moral  well-being  of  the  citizenry  living  in  this  area  has 
depended  essentially  upon  the  shifting  fortunes  of  hard  coal; 
or — translated  into  gross  figures — hundreds  of  thousands  of 
people  resident  in  the  State  are  tied  to  anthracite  by  the  inelucta- 
ble chain  of  economic  realities. 

Without  tracing  in  detail  the  place  of  the  anthracite  industry 
in  the  economic  structure  of  the  State,  it  may  certainly  be  said 
that  anthracite  is  and  will  continue  to  be  a  factor  of  tremendous 
importance.  The  problems  briefly  considered  in  this  Eeport  are 
therefore  of  vital  concern  to  the  State  and  deserve  fundamental 
treatment  by  the  General  Assembly. 

B.    The  producing  end  of  the  industry. 

The  anthracite  business  dates  back  more  than  a  century.  For 
decades  it  was  the  primary  fuel  of  the  United  States.  The  peak 
output  of  anthracite  was  reached  in  1917  at  almost  a  hundred 
million  net  tons.  By  1929  the  figure  had  declined  to  about 
seventy-five  million  net  tons.  Further  declines  were  recorded 
during  the  National  depression : 

Output — (as  per  Sawards  Annual,  1936)  Net  Tons: 

1895   53,000,000 

Peak—  1917   100,690,000 

1929   73,828,000 

^1931   59,646,000 

^1933   49,399,000 

*1934   57,385,000 

1935   51,003,000 

*1936   54,760,000 

In  1936  54,760,000  net  tons  were  produced.  All  of  these  figures, 
to  reflect  actual  marketed  output,  are  subject  to  reductions  rep- 
resenting anthracite  used  at  collieries  for  power  and  heat.  It 


Not  including  "bootleg"  or  stolen  anthracite. 
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will  be  observed  that  the  decline  of  anthracite  production  ante- 
dated the  National  depression  and  there  is  no  indication  that  it 
will  cease  when  that  depression  is  over. 

Tims,  in  terms  of  production,  the  industry  is  back  to  where  it 
was  in  the  1890s,  in  spite  of  the  prodigious  industrial  expansion 
of  the  country  during  the  past  fifty  years.  This  startling  fact 
gives  a  clue  to  the  present  position  of  the  coal  mine  owners  in 
this  State. 

Today  anthracite  coal  production  is  divided  between  8  large 
"old  line"  corporations,  owning  65%  of  all  the  coal  lands  now 
being  mined  and  producing  about  60/65%  of  all  the  anthracite 
coal  produced  in  Pennsylvania,  and  upwards  of  160  independents 
owning  or  leasing  the  remaining  35%  of  coal  lands  now  being 
mined  and  producing  the  remaining  35/40%  of  anthracite  coal 
produced  in  Pennsylvania. 

For  many  years  there  was  an  intimate  financial  tie-in  between 
the  "old  line"  corporations  and  the  railroads  employed  in  trans- 
porting the  product.  In  1923  the  direct  connection  between  old- 
line  companies  and  the  railroads  was  as  follows : 

Railroad  Dominating  or  Coal  Operating 

Substantially  Owning  Company 

Delaware,  Lackawanna  &         Glen  Alden  Coal 
Western 

Delaware  &  Hudson  Hudson  Coal 


Eeading  (holding  company  for   Philadelphia  &  Reading  Coal  & 


Lehigh  Valley 


New  York,  Ontario  &  Western 
Lehigh  &  New  England*^* 
Central  Railroad  of  New 


Erie 


Philadelphia  &  Reading) 


L^on<i> 
Hillside  Coal  &  Iron 
Pennsylvania  Coal 
Scranton  Coal  Co. 
Lehigh  Coal  &  Navigation*^' 
Lehigh  &  Wilkes-Barre  Coal*^' 


Jersey'^' 
Pennsylvania  Railroad 


Susquehanna  Coal  Co. 


(1)  Then  in  process  of  dissolution. 

(-)  The  coal  operating  company  in  this  instance  owned  the  railroad. 
<3)  Connection  had  been  dissolved  by  the  United  States  Supreme  Court. 
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Although  these  financial  ties  have  in  some  cases  been 
relaxed,  there  persists  a  strong  financial  and  subtle  non-financial 
connection. 

The  degree  of  "monopolization"  of  the  industry  by  the  old- 
line  companies  has  been  on  the  decrease.  In  1923  it  could  be 
said  that  they  owned  and  controlled  between  75%  and  80%  of 
all  anthracite  mined  and  90%  of  the  future  supply  of  the  prod- 
uct. Today  the  figures  must  be  revised  respectively,  to  60/65% 
and  65%.  Independent  operation  has  markedly  increased  dur- 
ing the  past  several  years.  In  1919  there  were  60  independents ; 
in  1936,  160.  It  is  likely  that  the  number  would  be  still  further 
enlarged  if  old-line  companies  owning  substantial  percentages 
of  presently  unmined  coal  lands  would  change  their  leasing  poli- 
cies. There  is  considerable  sentiment  against  some  companies 
for  their  failure  to  do  so. 

Of  the  total  coal  content  of  anthracite  coal  fields  only  a  small 
proportion  is  actually  being  mined.  Independents  by  and  large 
do  not  own  the  land  which  they  mine  but  lease  it  on  a  royalty 
basis  from  coal  operating  companies  or  from  estates  or  com- 
panies owning  coal  lands  but  not  individually  engaged  in 
operation. 

The  tax  burden  against  coal  lands,  productive  and  nonpro- 
ductive, is  enormous  in  the  aggregate,  and  is  said  to  constitute 
6%  of  the  recovery  cost  of  anthracite  at  the  mines,  or  26  cents 
per  net  ton  of  coal  to  the  consumer  (exclusive  of  cumulation)  in 
1936.  The  royalty  figure  is  also  large:  4%  of  the  recovery  cost 
at  the  mine,  or  15  cents  per  net  ton  of  coal  to  the  consumer 
(exclusive  of  cumulation)  in  the  same  year.  Many  operators 
pay  no  royalties  or  negligible  amount,  being  owners  in  fee. 
Hence  these  figures  must  be  substantially  weighted  to  show  the 
realistic  burden  of  royalties.  Royalties,  although  tending  to 
lower  levels  during  recent  years,  are  still  fixed,  by  and  large,  at 
the  highest  the  market  will  bear.  They  are  not  so  geared  with 
production  as  to  encourage  maximum  output  by  lessees  through 
provision  for  decreasing  royalty  charges  as  production  in- 
creases. 
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other  important  fixed  charges  on  the  industry  are  deprecia- 
tion, depletion,  interest  and  various  items  of  insurance.  It  is 
not  possible  to  speak  with  any  confidence  about  these  factors, 
since  there  appear  to  be  wide  differences  among  operating  com- 
panies in  their  methods  of  calculating  these  items,  and  the 
validity  of  almost  any  theory  of  computation  may  be  questioned. 
It  is,  however,  plain  that  taxes,  royalties  and  depletion  and 
depreciation,  as  reflected  in  the  accounts  of  operators  owning 
coal  lands  and  independents  leasing  lands,  rest  heavily  upon 
the  industry  as  a  whole  and  so  upon  the  ultimate  consumer. 

There  is  small  doubt  that  the  operators  are,  generally  speak- 
ing, efficiently  conducting  the  operations  at  the  mine.  During 
the  past  years  of  depression  the  cost  of  producing  coal  at  the 
mine  has  decreased  even  though  the  labor  cost  has  remained 
approximately  the  same, — a  token  of  increased  efficiency  at  the 
mines.  There  has  developed  a  tendency  toward  concentration 
of  operations  and  the  use  of  large  scale  breakers  fostered  by 
the  belief  that  the  cost  of  production  could  be  decreased  by  the 
operation  of  a  smaller  number  of  collieries  fuller  time  rather 
than  a  large  number  of  collieries  part  time,  and  by  the  concentra- 
tion in  large  breakers.  This  policy  may  prove  of  questionable 
business  value  in  view  of  the  heavy  capital  investment  and  addi- 
tional capital  burden  involved  in  connection  with  large  breakers 
and  ultimate  cost  of  reopening  closed  collieries. 

Although  there  is  a  high  concentration  of  ownership  in  the 
hands  of  the  old-line  companies,  there  has  been  no  proof  adduced 
before  this  Commission  of  any  overt  or  concealed  attempt  in 
more  recent  years  to  limit  the  production  of  anthracite  coal. 
To  a  certain  extent,  however,  old-line  companies  have  stabilized 
their  sale  prices  at  the  mine ;  the  striking  variances  among  sales 
prices  at  the  mine  of  the  same  size  of  coal,  where  not  due  to 
differences  in  quality  or  the  like,  are  probably  to  be  accounted 
for  in  part  by  the  effect  of  low  cost  independent  producers  or 
some  large  units  representing  the  least  efficient  segment  of  the 
industries,  or  temporary  marketwise  pressures. 

Analysis  of  the  statements  of  major  coal  operating  com- 
panies, in  an  effort  to  find  whether  they  are  presently  making  a 
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profit,  is  hindered  by  the  fact  that  no  uniform  accounting  prac- 
tices obtain  throughout  the  industry.  For  instance,  depletion 
and  depreciation  may  be  charged  up  against  gross  profit  in  an 
extravagant  amount.  These  doubts  are  only  suggestive  of  many 
more  that  could  be  mentioned.  Before  a  reliable  conclusion  may 
be  advanced,  careful  study  would  have  to  be  made  of  the  inter- 
locking relationships  between  coal  mines  and  railroads,  and  coal 
mines  and  wholesale  and  retail  distributors,  to  ascertain  whether 
real  profits  are  not  being  drained  otf  through  these  channels. 

The  general  statement  is,  however,  justified,  that  the  anthra- 
cite business  is  at  present  by  no  means  a  profitable  one.  74% 
of  the  coal  produced  in  1935  was  sold  at  the  mine  at  an  alleged 
loss  of  17^  a  ton  to  the  producers.  In  1936  a  net  average  loss 
per  ton  at  the  mine  of  over  20  cents  is  asserted. 

The  consolidated  balance  sheet  of  companies  producing  90% 
of  anthracite  coal  would  show  in  1935  current  assets  of  $71,000,000. 
and  current  liabilities  of  $62,000,000,  leaving  a  net  current  asset 
position  of  only  $9,000,000.  The  current  net  assets  of  the  com- 
panies has  decreased  about  $100,000,000  in  about  ten  years. 
These  companies  would  claim  a  book  value  respecting  equip- 
ment and  coal  lands  owned  by  them  of  $300,000,000,  but  this  is 
presumably  calculated  without  reference  to  the  fact,  or  without 
sufficient  weight  being  accorded  the  fact,  that  frozen  assets  have 
no  realistic  present  value  if  when  employed  they  result  in  net 
losses. 

The  consolidated  income  account  of  companies  producing 
85%  to  90%  of  the  total  anthracite  tonnage  for  the  years  1931 
to  1932,  and  90%  to  95%  of  the  total  tonnage  from  1933  to  1935, 
as  recently  presented  by  the  Anthracite  Institute,  shows  a  deficit 
in  net  income  for  each  of  the  years  1932,  1933,  1934  and  1935  in 
the  amounts,  respectively,  of  upwards  of  $10,500,000,  $8,500,000, 
$1,600,000,  $10,200,000.  These  losses  would  be  increased  by 
excluding  dividends  received  during  these  years  from  invest- 
ments. 

It  is  plain,  no  matter  what  angle  of  analysis  is  adopted,  that 
the  tremendous  decline  in  the  saleable  output  of  anthracite  coal 
is  leading  to  the  gradual  ruin  of  coal  mine  operations.  The 
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principal  cause  for  such  decline  may  be  summarized  in  a  sen- 
tence. Anthracite  has  not  met  the  challenge  of  other  competitive 
fuels  in  this  country.  In  addition,  exports  from  this  country 
have  been  on  the  decrease.  Omitting  the  export  factor,  and 
putting  to  one  side  the  basic,  comparative  high  cost  of  with- 
drawal of  anthracite  from  the  earth  due  to  the  lay  and  tenacity 
of  coal-bearing  veins,  the  general  and  drastic  decline  of  the 
anthracite  industry  must  in  the  long  range  be  due  to  either  of 
two  causes,  or  both, — an  inherent  disability  of  anthracite  as  a 
fuel  or  invalid  prices  charged  the  consumer.  The  first  cause 
will  not,  we  are  convinced,  stand  up  under  analysis.  As  to 
the  second  cause,  it  is  immaterial  to  the  present  discussion 
whether  the  cost  is  exorbitant  in  the  sense  that  there  is  unjus- 
tified profit  in  some  branch  of  the  industry,  or  the  industry  is 
so  uneconomically  organized  as  to  foster  high  prices  without 
profit  to  anyone.  The  only  point  now  material  is  that  cost  to 
the  consumer  must  be  reduced  if  saleable  output  is  to  be 
increased,  and  unless  saleable  output  is  increased,  the  industry 
as  a  whole  cannot  be  rehabilitated.  In  economic  theory  it  might 
be  possible  to  give  up  the  struggle  for  rehabilitation  of  the 
entire  industry,  allow  economic  pressures  to  close  up  all  mar- 
ginal companies  with  continued  production  only  by  a  handful  of 
companies  working  a  small  percentage  of  available  mine  labor 
at  full  time.  This  would  bring  profit  to  those  companies  per- 
mitted to  continue  operations,  but  would  involve  destruction  of 
all  other  companies  and  permanent  displacement  of  all  other 
mine  laborers.  It  is  a  counsel  of  futility.  The  social  catastrophe 
of  such  competitive  economic  slaughter  may  well  result  unless 
the  state  or  nation  promptly  retards  the  process.  The  remain- 
ing approach  is  to  press  for  reduction  of  cost  to  the  consumer 
resulting  in  increased  production  and  the  restoration  of  the 
industry        whole  to  profit  and  prosperity. 

C.    Position  of  labor. 

In  the  year  1914  upwards  of  179,000  persons  were  directly 
employed  in  the  production  and  processing  of  anthracite  coal 
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in  and  about  the  mines,  and  the  average  number  of  days  per 
year  worked  by  these  persons  was  245  days.  When  production 
reached  its  highest  point,  in  1917,  154,000  men  worked  on  an 
average  of  285  days.  During  the  years  1924-1928  upwards  of 
160,000  men  were  at  work  well  over  225  days.  In  1929  and  1930 
there  was  a  decline  to  a  level  of  around  150,000,  the  average 
number  of  days  worked  being  still  upwards  of  200.  By  1933 
the  number  of  men  employed  had  dropped  to  but  104,633 ;  the 
average  number  of  days  worked  to  182.  The  year  1934  showed  a 
slight  upward  trend,  but  by  1935  a  record  low  of  100,000  men, 
working  an  average  of  about  180  days  per  year,  was  reached. 
There  were  less  men  at  work  in  the  anthracite  fields  in  1935  than 
in  1890.  If  the  total  present  output  of  coal  were  produced  by 
persons  working  the  full  annual  complement  of  worldng  days, 
approximately  60,000  persons  would  be  employed. 

As  above  noted,  of  late  there  has  arisen  a  tendency  to  con- 
centrate operations  and  to  use  large-scale  breakers,  in  an  effort 
to  reduce  production  cost.  This  practice,  whose  business  wisdom 
from  the  point  of  view  of  the  coal  operators  I  have  already 
questioned,  has  the  effect  of  leaving  devastated  human  areas 
where  collieries  are  closed.  A  counter-tendency  is  found  among 
large  operators  to  work  a  larger  number  of  men  fewer  days  per 
year  in  an  attempt  to  stagger  employment.  Thus  the  workers 
are  sharing  their  misery.  Some  independent  operators,  to  the 
contrary,  furnish  work  to  fewer  men,  but  employ  them  fuller 
time.  There  is  some  suspicion  that  these  independents  are  chis- 
eling against  union  wage  rates,  and  that  this  practice  is  to  a 
certain  extent  condoned. 

The  wage  scale  in  effect  in  1923  has  been  continued  with 
minor  modifications  by  agreements  of  1926  and  1930.  In  1935  the 
hourly  rate  ranged  from  $1.20  (for  contract  miners)  to  less  than 
50fi,  averaging  80(j;  to  85^5  over-all.  Under  the  wage  scale  to  come 
into  effect  in  May,  1937,  union  labor  will  be  paid  as  much  for 
the  seven-hour  day  as  it  has  in  the  past  been  paid  for  the  eight- 
hour  day.  Taking  1929  as  index  100,  payrolls  had  declined  44.1 
points  by  1934,  and  the  per  capita  weekly  earnings  of  those 
employed  had  declined  6.2  points.  The  annual  earnings  of  those 
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employed  were :  in  1929  $1610,  falling  off  to  $1368  in  1932,  with 
a  further  decline  to  1936. 

The  charge  for  labor  constitutes  about  60%  of  the  recovery 
cost  of  coal  at  the  mine,  but  for  services  rendered,  risk  taken 
and  skill  required,  the  real  annual  wage  of  the  workers  is  deplor- 
ably low.  It  will  be  noted  that  the  ratio  which  the  labor  charge 
bears  to  the  production  cost  of  anthracite  is  many  times  higher 
than  the  cognate  ratio  for  fuel  oil.  Concomitantly,  any  improve- 
ment in  the  condition  of  the  anthracite  industry  results  in  putting 
to  work  a  relatively  larger  number  of  men, — a  factor  which 
bespeaks  for  the  industry  the  highest  possible  cooperation  of 
the  Nation  and  the  State,  which  are  presently  bearing  the  brunt 
of  relief  expenses  in  the  anthracite  area.  And  this  should  be 
recalled  in  the  future  formulation  of  a  National  or  State  policy 
respecting  fuel  production  and  consumption. 

Destitution  in  mining  communities  has  been  proverbial  dur- 
ing depression  years  and  is  today  not  appreciably  different  from 
what  it  was  in  the  blackest  of  depression  years.  If  we  assume 
the  low  figure  of  150,000  as  representing  employable  miners  who 
cannot  get  other  employment,  around  50,000  may  be  considered 
out  of  work  today.  In  the  ten  anthracite  counties,  an  average 
of  304,000  persons  were  on  relief  during  the  twelve  months  end- 
ing June  1,  1935, — 21.9%  of  the  entire  population.  As  this 
compares  with  an  average  of  17.7%  for  the  State  of  Pennsyl- 
vania, it  is  indicated  that  mine  labor  has  contributed  a  larger 
percentage  of  people  to  the  public  relief  rolls  than  any  other 
major  industry  in  Pennsylvania.  For  the  year  1936,  $7,500,000 
was  expended  for  relief  and  W.P.A.  by  State  and  Federal 
'  agencies  in  Schuylkill  County  alone.  This  County  bears  the 
brunt  of  the  bootlegging.  The  emergence  of  bootlegging,  it  may 
be  noted,  has  attracted  from  other  areas  and  possibly  from 
other  States  a  new  group  of  unemployed. 

The  introduction  of  new  industries  in  the  anthracite  area 
to  take  up  the  glut  of  unemployed  does  not  appear  to  be  feasible 
and  may  be  discounted  at  this  point.  Solvent  businesses  are 
not  likely  to  move  into  the  territory  because  they  wisely  will 
regard  themselves  as  peculiarly  subject  to  tax.    On  the  other 
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hand,  transportation  of  large  numbers  of  mine  workers  to  other 
sections  of  the  country  where  they  can  find  other  employment 
appears  to  be  equally  unfeasible  and  at  least  not  readily  attain- 
able. For  mine  workers,  therefore,  not  less  than  for  mine  oper- 
ators, rehabilitation  lies  only  in  increased  distribution  of  the 
product. 

It  need  hardly  be  added  that  anthracite  mine  labor  is  com- 
pletely organized  in  the  form  of  one  of  the  strongest  unions  in 
the  United  States.  Far  from  being  a  factor  which  need  cause 
alarm  to  the  industry,  this  is  a  circumstance  which  should  con- 
duce to  more  ready  solution  of  the  anthracite  problem,  as  it 
establishes  an  articulate  bargaining  unit  which  may  be  called 
on  to  do  its  part  in  any  proposed  reform. 

D.   Distribution  and  Marketing. 

The  distribution  and  marketing  of  anthracite  coal  are  in  a 
highly  uneconomical  and  disorganized  condition. 

Most  of  the  transportation  of  coal  to  principal  consumption 
points  and  to  tidewater  is  performed  by  the  several  railroads 
whose  connection  in  the  main  with  the  ownership  of  coal  lands 
has  for  generations  been  intimate.  Freight  rates  to  distant 
parts  of  the  country  are  so  high  as  to  be  prohibitive  and  have 
resulted  in  abruptly  restricting  the  available  market.  The  rail- 
roads charge  considerably  more  to  move  a  ton  of  anthracite 
coal  a  mile  than  to  move  a  ton  of  bituminous  the  same  distance. 
Granting  even  that  the  charges  for  switching  and  other  handling 
on  short  hauls  tend  to  swell  the  price,  so  that  absolute  compari- 
sons may  not  fairly  be  made,  it  is  still  evident  that  cost  to  the 
railroads  does  not  determine  anthracite  freight  rates.  This  con- 
clusion is  reinforced  when  we  consider  that  the  same  railroad 
which  gets  about  $2.25  a  ton  for  carrying  anthracite  130  miles 
will  carry  bituminous  coal  300  miles  for  approximately  the  same 
cost.  Sand  in  empty  cars  in  the  opposite  direction  back  to  the 
mine  at  less  than  $1.00  per  ton,  although  the  way  is  uphill ;  and 
it  will  carry  flour  back  to  the  district  for  less  than  what  it 
charges  for  anthracite  carriage. 
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It  is  estimated  that  the  freight  charge  accounts  for  about 
25%  of  the  consumer's  dollar  in  the  East,  and  up  to  40  percent 
in  the  mid-West.  There  had  been  no  general  rate  revision  down- 
ward in  recent  years.  The  district  reductions  of  1933  did  not 
flow  consistently  to  the  consumers'  pockets  as  was  hoped.  Even 
the  inroads  of  trucking  have  not  created  an  intelligent  approach 
to  this  problem  on  the  part  of  the  railroads. 

The  precipitous  decline  in  anthracite  production  has  had,  of 
course,  a  commensurately  disastrous  effect  on  the  servicing  rail- 
roads :  the  interdependence  is  shown  by  the  fact  that  in  1935  the 
anthracite  traf&c  accounted  for  38%  of  the  tonnage  and  30% 
of  the  freight  revenue  of  the  nine  servicing  railroads.  The 
gross  revenue  collected  on  anthracite  has  declined  from  over 
130  million  dollars  in  1924  to  72  million  dollars  in  1935. 

Moreover,  the  railroads  are  yearly  losing  goodly  percent- 
ages of  their  anthracite  traffic  to  trucks,  whose  emergence  as  a 
factor  in  transportation  has  been  one  of  the  prime  developments 
in  recent  years.  Truckage  is  cheaper  than  railroad  transporta- 
tion for  short  hauls ;  from  the  point  of  view  of  consumers  within 
short  haul  areas  it  has  the  marked  advantage  of  largely  elimi- 
nating rehandling  and  wholesale  and  retail  profit  by  reason  of 
' '  mine-to-house ' '  distribution.  Even  if  bootleg  coal — which  con- 
stitutes about  a  third  of  the  present  total  of  truck  carriage — 
were  eliminated,  trucks  would  continue  to  be  a  major  threat  to 
the  servicing  railroads.  It  minimizes  the  degradation  of  the 
product. 

Since  the  area  served  is  economically  largely  dependent  upon 
the  anthracite  industry,  loss  in  anthracite  traffic  means  also  a 
loss  in  the  carriage  back  of  consumers'  goods  to  the  area. 

The  wholesale  and  retail  trades  in  anthracite  are  notoriously 
unstable  and  feebly  organized.  Notwithstanding  the  fact  that 
the  spread  between  cost  at  the  mine  and  cost  to  the  consumer 
is  (including  transportation),  on  the  face  of  it,  excessive  (aver- 
age 1935,  more  than  100%)  wholesalers  and  retailers  are  by  and 
large  not  making  a  go  of  their  business.  They  blame  the  pro- 
ducing end  of  the  industry  for  a  large  part  of  their  troubles. 
They  point  out  that  there  is  commonly  a  wide  range  of  price 
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at  the  mine  at  any  given  month,  due  to  the  marked  differences 
in  production  and  sales  methods  existent  between  old-line  com- 
panies and  independents.  They  say  that  seasonal  variations  of 
cost  at  the  mine  are  also  economically  miscalculated.  They 
complain  of  the  absence  of  quality  standards  in  the  industry. 
They  say  they  are  unable  to  advertise  or  plug  the  product  to 
the  public  for  lack  of  any  long  term  sales  policy  of  the  opera- 
tors, and  that  the  operators  are  falling  down  on  this  important 
job.  The  operators  are  now  starting  an  educational  campaign 
for  the  use  of  anthracite  coal  through  an  organization  repre- 
senting about  two-thirds  of  the  tonnage. 

In  addition,  there  are  various  distressing  factors  for  which 
the  wholesale  and  retail  trades  are  themselves  responsible  or 
for  which,  in  any  event,  the  producers  are  not  wholly  responsi- 
ble. Wholesalers  do  not  stick  to  their  last;  on  occasion  they 
sell  direct  to  consumers.  The  bootleg  coal  traffic  has  further 
demoralized  the  legitimate  retail  trade.  The  cleavage  between 
old-line  producers  and  independents  is  paralleled  in  the  mar- 
keting and  distributing  end  of  the  industry  by  a  cleavage  between 
wholesale  and  retail  units  owned  or  controlled  by  producers,  and 
units  which  are  independently  owned.  Most  independent  whole- 
salers and  retailers  have  divided  loyalties ;  they  market  bitumi- 
nous coal,  coke,  oil  and  other  products  together  with  anthracite, 
and  have  no  particular  stake  in  plugging  anthracite  as  against 
other  fuels.  Forced  scarcities  to  raise  the  prices  to  the  con- 
sumer have  been  induced  from  time  to  time — although  not  in 
the  more  recent  years — either  by  producers  alone  or  by  whole- 
salers and  retailers  acting  alone,  or  by  both  interests  acting 
together,  working  permanent  damage  to  the  consumers'  market 
as  a  whole.  In  many  districts  the  number  of  retailers  has  been 
so  great  that  no  single  retailing  unit  gets  a  sufficient  quantity 
of  business  to  operate  at  a  decent  spread.  In  cities  such  as 
Utica,  N.  Y.  (Pop.  100,000)  we  find  60  separate  retailers,  no 
one  retailer  doing  enough  business  to  market  the  goods  at  a 
reasonable  spread. 
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E.   The  Consumers. 


Anthracite  coal  is  no  longer  used  in  large  quantities  for  indus- 
trial heat  and  power.  A  heavy  percentage  of  hard  coal  sold  in 
this  country  is  used  for  domestic  or  home  heating.  Consump- 
tion has  fallen  off  through  the  introduction  and  widespread  use 
of  competitive  fuels — bituminous,  coke,  oil,  electricity  and  gas. 
Further  factors  that  must  be  noticed  are  loss  of  the  export 
market,  increase  of  imports,  increased  use  by  anthracite  con- 
sumers of  efficient  gas  and  electric  stoves,  improvement  of  heat 
insulation  in  houses,  and  increase  of  multiple  dwellings. 

In  any  case,  the  figures  above  given  as  to  yearly  production 
of  coal  may  be  taken  as  fairly  indicative  of  yearly  consumption. 
The  drop  has  been  continued  and  great. 

As  I  have  repeatedly  noted  above,  costs  to  the  consumer 
have  been  high  in  the  sense  that  the  spread  between  cost  of 
anthracite  coal  at  the  mine  and  cost  to  the  consumer  has  obvi- 
ously been  excessive.  Moreover,  the  ultimate  purchasers  of 
anthracite  are  not  a  happy  or  satisfied  group.  This  is  due  to 
various  causes,  among  others  the  absence  of  uniform  quality 
standards,  wide  fluctuation  in  price  resulting  from  unstable  and 
disorganized  marketing,  and  insolent  price  announcement 
derived  from  a  monopolistic  background. 

Notwithstanding  the  plain  fact  that  cost  to  the  consumer  is 
exorbitant,  the  inherent  qualities  of  the  product  are  such  as  to 
render  anthracite  a  most  attractive  subject  of  salesmanship. 
If  prices  could  be  established  to  consumers  at  valid  levels,  ex- 
tensive advertising  employed,  the  public  educated  to  the  advan- 
tages of  efficient  heating  and  cooking  devices  using  anthracite, 
and  the  geographical  market  expanded  through  reduction  of 
transportation  costs,  there  is  every  reason  to  believe  that  con- 
sumption could  be  measureably  increased.  I  am  persuaded  that 
the  decline  in  the  consumers'  market  is  more  a  reflection  of  de- 
ficiencies in  the  structure  of  the  industry  than  of  any  other 
factor,  and  may  be  corrected  in  substantial  degree  through 
removal  of  those  deficiencies. 
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II.    THE  BOOTLEG  PROBLEM. 


During  the  last  few  years  there  has  developed  a  situation 
which  is  symptomatic  of  the  demoralization  of  the  industry  and 
specifically  related  to  the  serious  unemployment  problem, 
namely,  illegal  mining  of  coal.  It  is  estimated  that  about  twelve 
thousand  persons  are  engaged  in  stealing  coal  from  other  peo- 
ple's property  in  the  anthracite  fields  of  Pennsylvania,  par- 
ticularly the  Southern  region  and  about  6000  engaged  in  the 
preparation  and  marketing  of  bootleg  coal.  A  substantial  per- 
cent of  these  persons  are  licensed  miners  out  of  legitimate  work. 
Eecent  estimates  indicate  that  50  percent  of  those  engaged  in 
bootlegging  were  engaged  in  mining  at  one  time  or  another. 
Quite  a  number  are  actually  on  the  public  relief  rolls.  It  is 
estimated  that  the  total  production  of  stolen  coal  has  risen  from 
one  and  a  half  million  tons  in  1933  to  4,000,000  tons  in  1936. 
Those  engaged  in  actually  breaking  ground  and  retrieving  coal 
in  this  unlawful  manner  are  probably  making  less  than  those 
engaged  in  ancillary  branches  of  the  bootleg  industry  such  as 
processing  the  product,  shipping  and  distributing  it. 

Illegal  mining  is  not  scientific  mining.  It  leaves  millions  of 
tons  unrecoverable  and  wastes  the  smaller  sizes.  It  is  conducted 
at  great  peril  to  life  and  limb.  It  leaves  as  a  heritage  for  future 
miners  hazards  of  life  and  for  future  owners  of  mines  excessive 
costs  of  withdrawal. 

Transportation  of  bootleg  coal  is  largely  effected  through 
trucks  rather  than  rail.  It  sells  at  lower  prices  than  legitimate 
coal,  thus  undermining  legitimate  wholesaling  and  retailing, 
because  it  pays  lower  real  wages,  no  royalties,  no  taxes,  no 
work  compensation,  no  insurance.  It  constitutes  a  threat  to 
organized  labor  by  indirectly  breaking  down  labor  standards. 
Since  bootleg  mining  is  almost  solely  confined  to  domestic  sizes, 
vfhich  are  the  only  sizes  sold  by  the  legitimate  operators  at  a 
profit,  the  figures  as  to  gross  production  of  bootleg  coal  must 
be  weighted  upward  if  they  are  to  reflect  the  actual  menace  to 
legitimate  business. 

Sentiment  in  the  anthracite  territory  respecting  bootleg 
mining  has  altered  during  recent  months.    Originally  it  was 
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condemned  by  most  people.  Now  it  is  condoned  by  an  increasing 
number,  including  the  clergy,  court  juries  and  other  sections  of 
responsible  opinion.  It  is  said  that  if  the  untold  riches  lying 
in  the  soil  of  Pennsylvania  are  not  so  exploited  by  the  operators 
as  to  give  all  miners  a  decent  living  wage,  the  miners  have  a 
moral  right  to  exploit  these  riches  for  themselves.  A  changed 
attitude  is  also  noticeable  respecting  the  concept  of  property  as 
applied  to  the  natural  resources  of  the  State.  Miners  will  tell 
you  that  coal  does  not  belong  to  any  group  of  persons  or  cor- 
porations but  to  the  people  at  large  and  therefore  may  be  seized 
by  self  help.  In  any  case,  there  has  begun  a  subtle  process  of 
differentiation  between  private  property  and  social  property, 
induced  by  the  raw  necessities  of  making  a  living  and  keeping 
one's  family  out  of  the  poorhouse  or  off  the  relief  rolls. 

Relief  of  Bootlegging. 

Proposals  for  relief  of  the  bootleg  situation  reduce  to  the 
following: 

(1)  Some  have  said  "let  nature  take  its  course."  This  rests 
on  the  hope  that  the  available  holes  will  be  exhausted  shortly, 
that  there  will  be  a  drastic  drop  in  prices,  or  that  some  unusual 
stretches  of  weather  or  other  fortuity  may  avoid  the  necessity 
for  constructive  thought  or  intelligent  planning.  This  sugges- 
tion deserves  no  serious  consideration. 

(2)  Some  members  of  the  industry  have  simply  insisted  that 
bootlegging  is  illegal  (a  point  with  which  the  Commission  is  in 
entire  agreement),  and  that  the  State  is  therefore  under  an 
immediate  and  forthright  duty  to  eject  the  bootleggers,  with 
use  of  troops  if  that  be  necessary.  Accordingly  it  has  been 
proposed  that  a  date  be  fixed,  by  proclamation  or  otherwise,  at 
which  repressive  measures  will  be  adopted  unless  the  coal  lands 
are  then  clear  of  interlopers.  It  is  urged  that  such  proclamation 
should  follow  a  fuller  acceptance  by  the  State  of  its  duty  to  take 
care  of  the  unemployed.  Special  relief,  public  works,  C.  C.  C, 
employment  bureau  facilities  should  be  established  in  the  areas. 

Without  in  any  way  condoning  the  wholesale  theft  of  coal, 
I  must  record  my  opposition  to  the  tactic  just  described.  In 
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the  first  place,  the  threat  of  force,  even  if  effective,  offers  no 
permanent  solution  to  the  problem.  So  long  as  the  industry 
fails  to  reemploy  a  substantial  percentage  of  the  miners  now 
unemployed,  or  other  constructive  stejDS  are  not  taken  to  allevi- 
ate the  unemployment  situation  in  the  anthracite  territory,  boot- 
legging is  likely  to  recur.  In  the  second  place,  I  do  not  believe 
that  bootleggers  will  peaceably  vacate  unless  the  companies  or 
the  State  who  are  charged  with  gross  ineptness  in  the  social 
management  of  this  industry  (they  cannot  escape  major  re- 
sponsibility for  the  existence  of  bootlegging)  come  forward  with 
some  tangible  evidence  of  willingness  and  capacity  to  assist  in 
the  solution  of  the  problem ;  nor  do  I  believe  that  public  opinion 
will  condemn  the  bootleg  miners  for  declining  to  vacate  unless 
some  such  token  is  forthcoming.  The  use  of  force  to  eject  those 
who  refuse  peaceably  to  withdraw  has  obvious  dangerous  im- 
plications and  I  recommend  that  it  should  not  be  applied  in  the 
light  of  other  plausible  means  of  solution. 

(3)  The  Commission  suggested  to  the  industry  that  the  oper- 
ating companies  join  in  a  reemployment  program.  It  was 
pointed  out  that  such  reemployment  would  have  to  take  place  at 
specified  and  agreed-upon  collieries  within  convenient  distance 
of  the  men  affected;  that  employment  would  have  to  continue 
for  a  period  of,  say  200  days ;  and  that  the  reemployment  pro- 
gram must  not  adversely  affect  men  now  employed  at  legitimate 
collieries.  The  number  of  men  so  reemployed  should  approxi- 
mate the  number  now  engaged  in  bootlegging  who  formerly 
worked  around  the  mines.  The  basis  of  such  rehiring  might 
well  be  on  accepted  seniority  but  without  discrimination  against 
former  bootleggers.  The  program  might  well  involve  the  re- 
opening of  certain  presently  abandoned  collieries.  It  might 
involve  a  joint  underwriting  by  the  industry  as  a  whole  or  by 
those  large  companies  now  particularly  hard-hit  by  bootlegging, 
— the  Commission  being  sensible  of  the  consideration  that  it 
would  be  unfair  to  ask  any  particular  company  to  shoulder  the 
entire  risk.  While  bootlegging  has  been  more  or  less  confined 
to  the  Southern  field,  the  problem  is  in  fact  one  which  touches 
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the  entire  industry,  for,  first,  there  is  no  assurance  that  boot- 
legging, if  it  continues,  will  not  creep  into  other  fields,  and, 
second,  bootlegging  affects  the  market  price  of  all  anthracite 
wherever  produced. 

The  operating  companies  have  freely  admitted  that  bootleg- 
ging has  not  opened  up  any  new  market  but  has  cut  in  on  the 
existing  market.  They  claim  a  loss  of  5  million  tons  of  coal 
business.  It  follows  that  if  bootlegging  is  eliminated  the  oper- 
ating companies  will  reacquire  a  substantial  part  of  the  present 
production  of  bootleg  coal.  Thus  the  program  here  outlined 
should  have  recommended  itself  to  the  self-interest  of  the  min- 
ing companies  had  they  had  confidence  in  their  own  statements 
that  the  bootleggers  found  no  new  markets  but  merely  stole  the 
markets  of  the  legitimate  operators. 

It  was  proposed  that  the  State  should  do  its  share  in  con- 
junction with  such  industrial  action.  Special  extended  relief 
programs  in  the  anthracite  territory,  special  employment 
bureaus  to  aid  those  of  the  district  who  desire  to  move  to  active 
manufacturing  localities,  special  C.  C.  C.  enlistment,  a  state 
reforestration  work  program  and  the  like,  would  be  sound  ad- 
juncts. A  fitting  valuable  project  of  filling  the  bootleg  holes — 
for  the  safety  of  future  miners  would  be  a  partial  compensation 
to  the  owners  of  the  stolen  coal. 

The  foregoing  was  discussed  with  representatives  of  oper- 
ating companies  and  union  officials  and  considered  from  various 
angles.  For  reasons  which  were  doubtless  sincerely  advanced, 
but  which  did  not  carry  persuasion  to  me,  the  companies  have 
refused  to  cooperate  in  the  working  out  of  this  general  proposal. 
They  did  state  that  if  bootlegging  were  stopped  they  would 
naturally  rehire  consistent  with  increased  resulting  sales. 

Recommendation. 

In  view  of  this  refusal  of  the  industry  to  recapture  lost 
tonnage  and  to  undertake  cooperative  solution  of  the  problem,  I 
recommend  that  the  State  acquire  by  condemnation,  purchase  or 
lease  a  few  collieries  or  parcels  of  coal  land  in  the  affected 
areas  and  go  into  the  active  production  of  anthracite  as  a  means 
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of  contending  with  the  bootleg  and  unemployment  problems. 
Such  project  is  nothing  more  than  a  special  works  project,  cer- 
tainly preferable  to  the  expenditure  of  an  equivalent  amount  of 
public  moneys  for  simple  relief.  It  has,  moreover,  the  advan- 
tage of  simultaneously  creating  yard-stick  plants  against  which 
private  enterprise  in  the  coal  business  may  be  measured  and 
evaluated.  As  will  be  seen  from  other  sections  of  this  Report, 
government  ownership  and  operation  of  the  industry,  either  in 
absolute  or  modified  form,  may  well  be  the  ultimate  prescription 
for  the  ills  of  the  industry ;  but  State  endorsement  of  this  boot- 
leg present  solution  involves  no  such  large  commitment. 

Coincident  with  the  acquisition  of  collieries  or  coal  lands 
conveniently  located,  the  State,  by  some  public  authority  or  cor- 
poration appropriately  designated  and  empowered,  will  under- 
take the  reemployment  of  miners  now  unemployed.  The  State 
should  also  undertake  those  ancillary  aids  mentioned  under  (3) 
hereof.  When  the  project  has  actually  gone  into  operation,  and 
not  before,  should  the  removal  of  bootleggers  by  State  compul- 
sion be  undertaken.  The  commencement  of  actual  operations 
of  a  State  project  along  the  lines  indicated  will  muster  public 
opinion  against  continuance  of  bootlegging  and  may  well  render 
unnecessary  the  use  of  force.  The  return  of  the  community 
mores  to  former  attitudes  of  lawfulness  cannot  be  attained  by 
bullets,  but  only  by  realistic  approaches  to  the  real  distresses  of 
the  communities  affected. 

If  the  General  Assembly  and  the  Governor  favor  this  ap- 
proach I  recommend  that  a  single  person  be  authorized  to 
develop  the  proposal  in  terms  of  capital  required,  prospective 
pro  forma  operating  budget,  persons  to  be  employed,  etc.  He 
would  survey  the  field  for  cheapest  available  leases  or  pur- 
chases and  report  back  legislation  designed  to  carry  this  pro- 
posal into  effect.  Two  observations  are  pertinent.  As  against 
initial  capital  outlay  and  possible  operating  deficit  of  such  state 
authority  there  must  be  kept  in  mind  as  a  financial  offset  the 
relief  moneys  running  into  the  millions  which  vv^ould  have  to  be 
paid  by  the  state  year  after  year  to  the  same  persons  if  not 
hired  in  such  project.    These  relief  dollars  are  the  margin  of 
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financial  protection  residing  in  the  undertaking.  As  relief 
dollars  they  produce  nil.  As  coal  project  dollars  they  will  pro- 
duce saleable  coal.  The  coal  so  produced — with  bootlegging 
abandoned — would  be  sold  by  the  state  at  prevailing  market 
prices.  In  any  event  the  recovery  price  of  the  coal,  in  excess  of 
the  cost  of  production,  would  be  less  than  the  cost  of  relief.  Sec- 
ond— After  an  initial  appropriation  by  the  .State  the  project 
should  be  set  up  so  that  the  States  credit  would  not  be  involved. 
The  structure  of  the  New  York-New  Jersey  Port  and  Bridge 
authorities  might  be  viewed  as  a  guide. 

Bootlegging  a  Mere  Symptom. 

It  must  be  quite  clear,  however,  that  a  permanent  solution  of 
the  bootleg  problem  and  related  problems  is  hardly  possible 
independently  of  a  solution  of  the  vital  economic  questions 
facing  the  industry  as  a  whole.  So  long  as  the  anthracite  indus- 
try continues  at  its  present  level,  or  declines  still  further,  the 
problem  of  unemployment  will  remain,  and  so  long  as  that  prob- 
lem remains,  bootlegging  may  well  emerge  in  one  form  or 
another.  An  anti-social  device  once  tried  and  receiving  substan- 
tial acquiescence  by  the  community  enters  into  the  mores  and 
has  a  tendency  to  reproduce  in  kind.  Moreover,  if  it  can  be 
established  that  the  industry  is  capable  of  general  resuscitation, 
that  fact  has  an  important  bearing  on  whether  piecemeal  relief, 
even  if  it  can  be  successfully  applied,  should  not  be  shelved  in 
favor  of  the  more  inclusive  solution. 

In  the  belief  that  bootlegging  is  merely  symptomatic  of  the 
prevailing  illness  in  the  industry,  and  can  only  be  corrected 
along  basic  and  permanent  lines  by  restoring  the  industry  to 
economic  health,  I  now  turn  to  the  more  general  enduring  and 
important  problem  into  which  I  have  been  directed  to  inquire. 

Even  a  cursory  preliminary  investigation  of  the  industry 
discloses  a  most  distressing  condition.  The  factors  tending 
toward  depression  and  continued  decline  have  been  sketched 
briefly  in  the  foregoing  sections  of  this  Report.  If  constructive 
steps  are  not  soon  taken,  it  is  highly  probable  that  a  battle  will 
ensue  for  the  diminishing  market,  involving  the  spiral  reduction 
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of  prices,  the  lowering  of  labor  standards,  and  all  the  well- 
known  indicia  of  an  expiring  industry.  Some  skirmishes  in  the 
battle  have  already  begun.  1  am  persuaded  that  the  only  ulti- 
mate hope  of  rehabilitatiuii  lies  in  increasing  consumption 
through  reducing  cost  to  the  consumer,  and  by  this  and  other 
related  means  increasing  profitable  production  and  swelling  the 
general  level  of  employment.  I  reject  as  unnecessarily  defeatist 
the  view  expressed  from  time  to  time  that  the  industry  cannot 
any  longer  hope  to  increase  total  consumption. 

This  Nation  is  essentially  underheated.  There  are  thousands 
of  homes  which  need  additional  fuel  for  a  decent  life.  While 
such  conditions  persist,  it  is  absurd  to  take  the  position  that 
anthracite  is  a  finished  industry.  Indeed,  from  a  point  of  view 
of  National  policy,  it  is  plainly  wise  to  encourage  the  domestic 
consumption  of  anthracite  coal.  The  switch  to  fuel  oil  carries 
the  threat  of  possible  future  shortages  in  this  vital  and  mobile 
source  of  energy,  with  parallel  great  increase  in  price.  A  wise 
program  of  conservation  would  look  to  a  continuing  large  reser- 
voir of  oil  as  opposed  to  anthracite.  And  those  who  believe  in 
preserving  the  National  arsenal  in  case  of  war  should  remember 
that  it  is  easier  to  kill  human  beings  with  oil  than  to  kill  them 
with  anthracite. 

III.  ANALYSIS  OF  FACTORS  DETERMINING  COST 

AND  PRICE. 

The  following  table  expresses  by  dollars  the  elements  deter- 


mining cost  at  the  mine : 

(From  Anthracite  Institute — 1935) 

Per  Ton 

Labor  (Coming  Under  Wage  Agreement)   $2,531 

Wages  and  Salaries  of  Employes  Not  Coming 

Under  Wage  Agreement   .303 

Material  and  Supplies    .415 

Heat,  Light  and  Power  Purchased  (Net)   .151 

Stripping  by  Contractors   .179 

Other  Operating  Expenses  100 
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Per  Ton 


Insurance 
Dej)letion 


.098 
.084 
.169 
.154 
.262 


Depreciation   

Royalties   

Taxes — State  and  Local 


Total  Production  Cost 


$4,446 


These  are  averages  prepared  by  operators  and  are  listed 
here  with  full  knowledge  of  the  danger  of  references  to  averages 
and  with  appreciation  of  the  wide  variations  of  accounting  on 
which  the  averages  stemmed. 

I  shall  now  examine  certain  of  these  factors  to  determine 
whether  they  can  be  reduced,  so  that  price  to  the  consumer  may 
be  minimized. 


While  the  labor  charge  on  the  production  of  coal  in  and 
about  the  mine  aggregates  a  large  percentage  of  the  recovery 
cost  of  anthracite,  being  about  60%  thereof,  no  substantial 
economies  are  feasible  or  possible  as  to  this  item.  The  prevail- 
ing union  charge  for  mine  work  is  not,  in  my  opinion,  excessive, 
and  it  may  indeed  be  anticipated  that  the  industry  will  in  course 
of  time  be  expected  to  revise  wage  scales  upward.  This  must  be 
true  as  long  as  the  dollar  yearly  income  per  worker  is  so  meager. 
Interpreted  in  the  light  of  index  prices  for  the  necessaries  of 
life,  the  yearly  wage  is  less  than  sufficient  to  afford  a  decent 
living.  But  even  if  the  industry  were  so  reorganized  and  reha- 
bilitated as  to  assure  all  the  employed  full  annual  employment, 
it  is  unlikely  that  the  workers  could  justifiably  be  asked  to 
reduce  the  existing  wage  rate. 

It  is  suggested  that  ultimately  this  industry  as  all  others 
may  find  it  feasible  and  economical  to  give  work  to  miners  fifty 
weeks  a  year  on  a  sliding  scale  of  hours,  the  peak  of  hours  to 
come  in  the  peak  season  of  production.  Properly  arranged  and 
enforced,  such  a  program  should  meet  with  the  approval  of 
organized  labor  and  will  result  in  economies  in  production. 


A.   Labor  Charges. 
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B.    Economies  Through  Increased  Efficiency  at  the  Mine. 


Efficiency  at  the  mine  has  increased  during  the  past  genera- 
tion, due  to  engineering  and  other  industrial  improvements. 
Although  some  collieries  fall  below  the  high  level  of  industrial 
efficiency  maintained  by  others,  it  is  not  likely  that  any  marked 
economies  can  presently  be  effected — under  non-unified  control 
—in  this  direction.  The  peak  of  efficiency  has  not  been  reached, 
however,  and  I  beheve  that  individual  output  may  be  increased 
in  amount  and  improved  in  quality  through  further  application 
and  spread  of  engineering  improvements  and  mining  skill.  If 
it  were  possible  to  organize  the  industry  without  regard  to  the 
boundaries  of  individual  ownership,  great  economies  could 
doubtless  be  effected.  The  extent  of  submarginal  coal  lands 
now  employed  is  a  real  factor  in  cost,  but  a  shift  to  richer  coal 
lands  carries  serious  implications — shifts  of  population,  etc. 

C.   Royalty  Charges. 

Although  not  all  of  the  industry  is  tied  up  with  royalty 
arrangements,  a  re-shuffling  of  these  fixed  charges  might  lead  to 
some  reduction  of  price  to  the  consumer.  Inducements  may  well 
be  provided  for  rewriting  lease  and  royalty  agreements  by 
tying  the  royalty  charge  to  the  amount  produced,  on  a  decreas- 
ing scale  per  ton,  thus  fostering  increased  production  at  lower 
cost.  It  is  clear  from  the  figures  given  in  the  forepart  of  this 
Report  that  the  royalty  burden,  expressed  either  in  gross 
amount  or  by  percentage  of  recovery  cost  at  the  mine,  is  pres- 
ently excessive,  when  compared  to  returns  paid  to  workers.  A 
weird  anamoly  lies  in  the  fact  that  underpaid  miners  are  truly 
supporting  some  of  the  great  charities  of  Philadelphia  via 
royalties  to  a  charitable  trust.  Royalties  of  more  than  a  dollar 
a  ton  are  not  unknown. 

D.   Encouraging  Lease  of  Presently  Nonproductive  Lands. 

Considerable  sentiment  has  developed,  as  above  noted, 
against  large  coal  operators  who  refuse  to  offer  their  extensive 
holdings  of  presently  nonproductive  land  to  lease  by  independ- 
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ents.  Legislative  pressure  might  be  brought  to  bear  to  open 
more  land  to  independent  operation.  This  might  increase  pro- 
duction but  in  itself  would  be  of  no  use  while  consumption 
remains  static.  It  would  have  the  effect  merely  of  partially 
shifting  the  situs  of  production.  It  is  highly  doubtful  whether 
it  would  decrease  cost  to  the  consumer,  as  high  initial  capital 
charges  are  incurred  in  the  exploitation  of  new  coal  lands  and 
production  by  small  units  is  in  any  event  likely  to  be  at  high  cost. 

E.   Tax  Burdens. 

The  local  and  State  tax  burden  on  coal  lands  is  substantial 
and  quite  probably  is  figured  on  valuations  far  exceeding  actual 
or  potential  value.  Realistically  the  taxes  on  going  companies 
are  increased  by  the  failure  of  others  to  meet  tax  charges,  since 
local  communities  are  compelled  to  raise  the  rate  of  assessment. 
Even  so,  many  localities  are  in  dire  financial  straits  on  account 
of  tax  arrearages.  The  consumer  of  anthracite  is  paying  in 
one  form  or  another  for  taxes  levied  against  the  vast  acreage 
that  is  not  being  mined.  Re-examination  of  the  law  in  regard  to 
escheat  to  the  State  of  coal  lands  in  default  of  taxes  might  well 
be  of  value.  The  industry  is  now  faced  with  this  Alice  in 
Wonderland  situation:  A  mountainside  contains  a  million  tons 
of  anthracite,  but  the  anthracite  will  not  be  touched  for  fifty 
years.  Its  present  value  is  of  course  negligible.  No  one  would 
give  more  than  a  pittance  for  it.  It  has  only  a  negative  value 
in  1937.  But  a  fifty  year  tax  burden  is  still  to  be  impressed  on 
that  reservoir  of  coal.  In  fact  if,  as  in  many  or  most  cases,  the 
unused  mountainside  is  owned  by  an  operating  company,  that 
enormous  continuing  tax  burden  is  largely  paid  by  the  consumer 
at  the  present  time  in  the  form  of  a  charge  on  every  ton  of  coal 
that  the  operating  company  produces  and  sells.  It  is  no  answer 
to  say  that  the  tax  burden  is  not  added  to  the  consumer's  cost 
because  some  companies  have  no  large  unused  coal  reserves, 
since  all  major  companies  sell  their  coal  at  substantially  the 
same  price. 

Any  consideration  of  tax  reduction  runs  into  the  paramount 
and  intransigent  fact  that  local  communities  and  the  State 
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must  meet  their  large  and  increasingly  larger  costs  of  function- 
ing in  one  way  or  another.  Cutting  down  the  tax  charges  on 
mine  land  in  the  hope  of  recouping  the  tax  in  some  other  way 
less  burdensome  to  the  industry,  as  by  income  tax,  while  deserv- 
ing of  further  legislative  consideration,  is  not  an  immediate  or 
important  prospect,  since  the  companies  have  scant  taxable 
income. 

F.   Railroad  Freight  Rates. 

A  goodly  percentage  of  the  great  spread  betw^een  cost  of  coal 
at  the  mine  and  cost  to  the  consumer  is  taken  up  by  railroad 
freight  rates.  As  above  noted,  the  average  freight  rate  on  haul- 
ing anthracite  to  tidewater  is  $2.25  per  ton.  Roughly  a  quarter 
of  the  consumer's  dollar,  in  the  best  territorial  market  for 
anthracite,  goes  to  pay  the  freight  rate.  It  is  too  obvious  to 
require  further  explanation  that  these  freight  rates  are  not 
based  on  cost  to  the  railroads.  Comparisons  such  as  the  ones 
given  above  of  freight  rates  on  anthracite  with  freight  rates  on 
other  commodities,  would  indicate  that  anthracite  is  paying  too 
large  a  price  for  freightage.  It  may  be  answered  that  the  Inter- 
state Commerce  Commission  in  1925  found  otherwise.  But  the 
situation  facing  the  railroads  is  actually  so  acute  that  they  might 
wisely  forego  such  legal  rights  that  they  may  have  to  a  fair 
present  return  on  the  carriage  of  anthracite,  in  the  prospect  of 
realizing  a  true  future  fair  return.  It  might  be  financially 
sound  for  the  railroads  to  carry  anthracite  coal  to  market  at  an 
experimental  rate  for  a  period  of  a  year  or  more  at  far  less  than 
theoretical  cost,  so  as  to  revive  the  industry  by  artificial  stimu- 
lus, create  a  large  consumption  of  anthracite  and  beat  off  the 
mounting  threat  represented  by  truck  carriage.  The  resulting 
flow  back  into  the  anthracite  territory  of  consumer  commodities 
which  would  be  purchased  out  of  increased  wage  payments  to 
those  engaged  in  the  mining  industry,  might  to  a  considerable 
extent  compensate  the  railroads  even  during  such  interim  period. 
The  tariff  principle  as  applied  to  sick,  failing  or  new  industries, 
aft'ords  an  interesting  parallel.  Transportation  of  anthracite 
coal  at  negligible  rates  during  an  experimental  period  might 
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serve  to  create  something  resembling  a  tariff  embargo  against 
competing  fuels. 

In  any  event  it  is  plain  that  if  the  railroads  do  not  soon 
reduce  their  rates,  they  will  find  that  they  have  lost  not  only 
their  anthracite  freight  but  virtually  their  entire  freight  busi- 
ness in  the  district.  Substantial  reduction  of  railroad  rates  is 
not  only  needful  for  the  anthracite  industry  but  may  also  prove 
vital  to  the  continued  solvency  of  the  railroads  serving  the 
district. 

G.    Pyramiding  of  Price  to  the  Consumer. 

Apart  from  the  differential  taken  up  by  railroad  freight  rates, 
the  marketing  and  distribution  of  coal  from  the  mine  to  the 
consumer  results  in  a  great  spread  in  which  are  reflected  whole- 
sale and  retail  distribution  charges,  with  the  conventional  pyra- 
miding of  cost  and  profits  familiar  in  many  other  industries 
which  largely  rely  on  independent  marketing,  aggravated  in  the 
anthracite  industry  by  various  special  causes  not  now  neces- 
sary to  relate.  There  is  frank  recognition  among  operators  of 
the  fact  that  this  spread  can  be  minimized  and  many  operators 
have  in  fact  concentrated  on  this  front  as  offering  a  strong  possi- 
bility of  reducing  cost  to  the  consumer. 

H.   Advertising,  etc. 

Anthracite  is  losing  its  market  to  competitive  fuels  not 
through  any  deficiency  in  the  product  itself  but  through  lack  of 
organized  and  intelligent  advertising  by  the  industry  as  a  whole. 
For  instance,  the  comparative  advantages  of  automatic  anthra- 
cite stokers  for  home  use  as  compared  with  devices  used  at 
present  for  oil,  have  never  been  sufficiently  brought  home  to  the 
public.  Anthracite  has  some  inherent  superiorities  over  all 
"substitutes"  now  in  use  and  could  make  a  great  bid  in  the  fuel 
market  against  bituminous  coal,  coke,  oil,  natural  gas  and  elec- 
tricity if  the  cost  of  anthracite  could  be  rendered  market-wise 
valid.  The  educational  program  begun  recently  by  Anthracite 
Industries,  Inc.  is  certainly  in  the  right  direction.  It  does  not, 
however,  touch  upon  joint  marketing,  joint  financing  of  appli- 
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ance  purchases,  or  controls  over  middlemen  and  retailers.  In 
many  anthracite  consuming  states  we  now  find  legislation  per- 
mitting price  maintenance  through  to  the  consumer  of  branded 
articles.  This  new  economic  pattern  should  be  explored  for 
branded  coal. 

Sine  Qua  Non  of  Recovery:  Unified  Action. 

Any  survey  of  the  sore  spots  in  the  anthracite  industry  must 
leave  the  investigator  with  a  single  striking  conclusion,  namely, 
that  most  or  all  of  them  cannot  be  successfully  attacked  except 
by  concerted  action  of  the  industry  as  a  whole.  For  instance, 
the  reduction  of  railroad  freight  rates,  if  not  accomplished  by 
the  voluntary  and  farsighted  action  of  the  railroads  themselves, 
can  be  accomplished  only  by  a  unified  industry  through  exten- 
sive and  costly  legal  battles  and  the  use  of  other  costly  pres- 
sures. The  Governor  of  Pennsylvania  might  well  act  as  the 
representative  of  an  interested  party — the  people  of  his  state — 
in  such  proceedings.  While  anthracite  coal  operators  have 
shown  a  considerable  capacity  for  standing  together  against 
the  demands  of  labor,  they  have  indicated  no  similar  capacity 
for  standing  together  on  other  questions  at  least  as  vital  to  their 
own  prosperity.  The  problem  of  railroad  freight  rates  is  far 
more  vital  to  the  future  welfare  of  the  industry  than  any  attempt 
to  reduce  existing  labor  costs.  The  industry's  failure  to  get  to- 
gether on  freight  rates  is  doubtless  due  in  part  to  the  financial  or 
subtle  nonfinancial  connection  between  the  ownership  of  coal  and 
the  ownership  of  railroads.  In  other  connections  the  cleavage 
of  producers  between  ' '  old  line ' '  and  independents  and  the  sub- 
sistence of  marginal  competition,  as  well  as  various  psychologi- 
cal factors,  have  likewise  prevented  united  action.  Yet  the 
industry  has  now  reached  a  state  of  demoralization  in  which 
unified  action  is  essential  not  only  to  the  recovery  of  lost  advan- 
tages but  to  prevent  complete  evaporation  of  the  business.  And 
here  it  should  be  noted — as  will  be  more  specifically  pointed  out 
hereinafter — that  there  is  no  such  mutual  trust  in  the  industry 
as  will  render  voluntary  gentlemen's  agreements  feasible,  even 
if  lawful.   If  made  lawful  where  legal  doubt  now  exists,  volun- 
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tary  agreements  import  the  clanger  that  they  will  be  used  to 
boost  rather  than  reduce  cost  to  the  consumer;  there  is  slight 
reason  to  believe  that  operators  would  take  the  long  range  point 
of  view  and  realize  that  they  will  ultimately  make  more  money 
by  reducing  prices  in  the  ultimate  market. 

IV.  PROPOSALS  FOR  REFORM. 

Nature  of  Proposals  Here  Considered. 

From  a  social  point  of  view  we  should  conceive  of  the  anthra- 
cite industry  as  a  part  of  The  Fuel  Industry  of  the  United 
States.  The  national  government  should  dominate,  regulate, 
own  or  operate  all  the  fuel  reserves  and  supplies  of  the  nation. 
I  am  in  accord  with  the  suggestions  of  all  other  members  of 
this  Commission  that  the  national  government  should  act  in  this 
field  of  national  necessity.  Either  by  a  modified  Guffey  Coal 
Act  for  anthracite,  an  extension  of  the  Federal  Power  Commis- 
sion concepts,  the  creation  of  a  vital  national  Heat  and  Power 
Conservation  Board,  or  by  direct  ownership  and  operation  the 
national  power  must  eventually  be  employed.  In  the  absence 
of  national  steps  toward  solutions  the  State  should  proceed. 
And  State  procedure  need  not  be  a  throttle  to  subsequent 
national  action.   It  can  pave  the  way. 

"While  interstitial  improvements  are  possible  in  the  industry 
and  some  legislative  action  may  be  taken  in  that  direction,  I 
believe  that  a  fundamental  attack  is  necessary  to  cure  the  basic 
defects  of  the  industry. 

The  principal  proposals  along  this  line  are  the  following: 

A.  Proposals  for  voluntary  cooperative  efforts  in  the 
industry  with  or  without  governmental  guidance ; 

B.  Proposals  for  production,  price  and  labor  control  of 
the  industry  through  a  code  or  the  like,  enforceable  by 
governmental  sanction; 

C.  Proposals  for  regulating  the  industry  in  effect  as  a  pub- 
lic utility; 
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D.  Proposals  for  complete  or  partial  government  owner- 
ship and  operation  of  the  industry. 

To  which  may  be  added,  as  a  consideration  cutting  across  the 
foregoing : 

E.  Separate  treatment  of  peripheral  coal  lands. 

I  repeat  and  emphasize  that  the  validity  of  these  proposals 
is  to  be  judged  primarily  by  their  probable  effect  in  increasing 
consumption,  and  thus  profitable  production,  through  reduction 
of  price  to  the  consumer.  They  are  to  be  judged  also  by  their 
ability  to  treat  the  industry  as  a  process  from  mine  all  the  way 
through  to  the  consumer.  Where  the  objective  is  reduction  of 
consumer  prices,  controls  at  the  retail  end  of  the  chain  deserve 
peculiar  attention.  The  periodic  demoralization  which  has 
attended  the  development  of  the  industry  cannot  long  continue 
without  serious  effects  on  the  vital  interests  of  the  Common- 
wealth. 

A.  Proposals  for  voluntary  cooperative  efforts  within  the  indus- 
try without  governmental  control  or  with  minimal  govern- 
mental control. 

(1)  Agreements  respecting  marketing  and  distribution. 

The  legal  victory  lately  won  by  a  certain  branch  of  the  bitu- 
minous coal  industry  in  the  Appalachian  Coal  case  has  given 
some  impetus  to  a  movement  toAvard  cooperative  marketing 
and  distribution  of  anthracite  coal  by  voluntary  agreement 
among  operators.  The  substance  of  the  idea  is  to  organize  the 
operators,  regionally  or  otherwise,  by  voluntary  agreement,  in 
such  a  way  as  to  enable  them  jointly  to  fix  the  prices  at  which 
their  product  shall  be  sold  and  facilitate  joint  marketing  and 
distribution.  Such  a  procedure  has  been  held  valid  by  the 
Supreme  Court,  as  against  an  attack  under  the  anti-trust  laws, 
in  a  situation  where  there  was  no  overt  or  concealed  effort  among 
the  cooperating  bituminous  mine  owners  to  limit  production, 
and  where  the  combination  was  not  sufficiently  large  to  stifle 
competition  unreasonably  by  fixing  the  general  price  on  the 
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interstate  market.  While  only  a  single  combination  of  this  kind 
was  before  the  court  in  the  Appalachian  case,  which  produced 
not  more  than  12%  of  the  entire  output  of  bituminous  coal 
east  of  the  Mississippi,  it  appeared  that  a  substantial  number 
of  bituminous  coal  producers  intended  to  organize  themselves 
in  similar  fashion,  the  proposed  result  being  a  series  of  like 
combinations  organized  pursuant  to  similar  agreements,  which 
would  compete  among  themselves. 

The  proposal  is  made  that  a  similar  device  may  be  applied- 
in  the  anthracite  industry;  that  operators  should  voluntarily 
organize  by  agreements  running  regionally  or  otherwise  for  the 
purpose  of  securing  the  benefits  of  stabilized  prices  and  of  mar- 
keting and  distributing  their  products  jointly  without,  however, 
stifling  competition  on  the  interstate  market.  This,  it  is  claimed, 
would  stimulate  consumption,  increase  opportunities  for  adver- 
tising and  the  like,  and  have  the  effect  of  ultimately  fixing  the 
price  of  anthracite  coal  to  consumers  at  a  lower  level  than  now 
prevails. 

Without  intimating  that  the  device  here  considered  will  nec- 
essarily fail  to  accomplish  some  slight  benefits,  if  applied  to  the 
anthracite  industry,  I  desire  to  point  out  several  obvious  limita- 
tions on  its  effectiveness  and  some  cautions  as  to  its  basic 
desirability. 

As  contrasted  with  the  bituminous  industry,  the  anthracite 
industry  is  to  a  large  extent  monopolistic  in  design  and  struc- 
ture; it  does  not  suffer  from  overproduction  as  does  the  bitu- 
minous industry.  Whereas  it  is  theoretically  possible  to  sustain 
a  reasonable  amount  of  competition  in  the  interstate  bituminous 
market,  notwithstanding  regional  pooling  of  marketing  and  dis- 
tribution, it  is  to  be  feared  that  the  effect  in  the  anthracite  field 
would  be  to  enhance  and  encourage  existing  monopolistic  ten- 
dencies. And  so,  if  made  effective  over  large  areas  of  the 
anthracite  industry,  the  cooperative  agreements  would  run  into 
obvious  and  necessary  legal  restrictions,  Federal  and  State. 
Moreover,  it  is  questionable  whether  there  would  be  economic  or 
social  justification  for  relaxing  these  legal  restrictions.  There 
is  little  reason  for  believing  that  anthracite  producers  are  so 
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different  from  other  industrialists  in  the  Nation  that  they  would 
not  use  these  agreements  to  boost  rather  than  lower  prices  to 
the  consumer.  It  may  also  be  predicted,  on  the  basis  of  past 
experience,  that  fractious  minorities  would  appear  in  sufficient 
strength  to  break  down  general  enforcement  of  the  agreements. 
Finally,  I  hold  out  no  hope  for  such  a  program  unless  it  actu- 
ally lays  hold  of  conditions  all  the  way  down  the  line  to  the 
retailer  and  consumer. 

(2)  Voluntary  merger  looking  in  the  direction  of  unified  marketing 
and  distribution. 

It  has  been  suggested  that  the  advantages  of  unified  market- 
ing and  distribution — which  lie  at  the  base  of  reduction  of  cost 
to  the  consumer — may  be  secured  through  voluntary  merger  or 
consolidation  of  the  substantial  majority  of  operating  compa- 
nies, which  are  now  in  varying  conditions  of  financial  distress. 
Such  merger  or  consolidation  would  result  in  a  single  entity 
dominating  the  industry  and  dominating  the  product  all  the  way 
to  the  consumer.  In  due  time  the  entity  should  be  able  to  com- 
pete other  operators  out  of  business  or  educate  them  to  realize 
the  wisdom  of  coming  into  the  merged  company. 

Obviously  any  merger  without  comprehensive  State  control 
both  of  the  consolidated  company  and  its  competitors,  would  be 
of  doubtful  legality  and  socially  unthinkable.  That  control 
might  well  extend  to  the  quantum  of  production  and  the  prices 
charged  and  should  in  any  case  be  as  pervasive  as  public  utility 
control. 

This  suggestion  is  subject  to  many  of  the  cautions  enumer- 
ated under  (1)  hereof,  but,  in  point  of  probable  effectiveness, 
has  substantial  advantages. 

Legislation  would  have  to  be  prepared  in  advance  setting 
forth  both  the  framework  of  the  merger  and  the  controls 
intended  to  be  exercised  by  the  State  on  the  resulting  consoli- 
dated company  and  its  competitors.  The  negotiations  directed 
toward  merger  should  be  conducted  under  a  definite  time-dead- 
line. Difficulties  inhere,  of  course,  in  securing  a  meeting  of 
minds  as  to  the  formula  under  which  existing  companies,  which 
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vary  widely  in  the  value  of  their  productive  equipment  and  land 
holdings,  would  be  taken  into  the  merger.  This  is  not,  however, 
an  insurmountable  obstacle. 

While  the  consolidated  company  would  be  in  a  position  to 
exercise  considerable  "restraint  of  trade"  within  the  conven- 
tional definition,  the  question  whether  it  would  restrain  trade 
"unreasonably"  might  turn  on  the  degree  and  msdom  of  statu- 
tory control  imposed  by  the  Commonwealth.  Statutory  regula- 
tion of  prices  in  the  interests  of  consumers  and  prohibition  of 
monopolistic  limitation  of  production  should  go  a  long  way 
toward  preventing  prosecution  under  the  Federal  anti-trust 
laws.  The  end  purpose  of  the  proposal  is,  as  above-noted,  not 
to  restrict  but  to  increase  production  by  opening  new  markets 
through  reduction  in  price  to  the  consumer.  Assuming  that  the 
State  regulatory  power  establishes  "reasonable"  prices  at  retail 
in  or  out  of  the  State,  in  my  opinion  the  Sherman  law  could  not 
be  successfully  invoked.  The  danger  of  other  States  setting  up 
coal  authorities  to  control  local  coal  prices  is  mostly  a  phan- 
tom and  if  the  State  should  fix  reasonable  prices  the  danger  is 
slight. 

(3)  Agreements  respecting  proration  or  other  control  on  production. 

The  device  of  voluntary  agreements  looking  to  proration  or 
other  control  on  production,  considered  even  apart  from  grave 
legal  difficulties,  runs  into  problems  such  as  those  outlined  above 
and  some  additional  and  special  problems.  Of  course  proration 
or  other  devices  to  limit  production  are  not  needed ;  indeed  quite 
the  opposite  appears  to  be  required.  Agreements  by  which  pro- 
duction would  not  be  limited  but  more  equitably  and  rationally 
apportioned  from  any  point  of  view  deemed  desirable  for  the 
welfare  of  the  industry  as  a  whole,  would  almost  unquestionably 
come  to  grief  against  the  realities  of  separate  private  owner- 
ship of  mines.  Here  also  should  be  noticed  the  fact  that  the 
recent  tendency  to  concentrate  production  and  to  develop  large 
breakers,  involving  an  investment  of  many  millions  of  dollars, 
may  well  be  found  to  be  of  doubtful  business  value.  I  have  also 
noted  and  discussed  above  the  sentiment  toward  compelling  large 
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operators  owning  large  amounts  of  unmined  coal  acreage  to  lease 
these  lands  to  independents. 

B.  Proposals  for  production,  price  and  labor  control  of  the 
industry  through  code  or  the  like,  enforceable  by  govern- 
mental sanction. 

Federal  control  of  the  bituminous  coal  industry  through  the 
Guffey  Coal  Act  has  been  declared  unconstitutional  so  far  as 
wage  and  labor  control  was  concerned.  A  majority  of  the  jus- 
tices declined  to  pass  on  the  price  control  features  of  the  Act 
on  the  ground  that  these  were  not  severable  from  the  wage  and 
labor  controls,  and  thus  denied  enforcement  of  any  part  of  the 
Act.  The  wage  and  labor  provisions  of  the  Guffey  Coal  Act 
were  held  invalid,  however,  solely  upon  the  grounds  (1)  that 
they  did  not  relate  to  interstate  cormnerce,  and  (2)  that  they 
involved  improper  delegation  of  governmental  power  to  private 
groups.  This  leaves  open  the  possibility  of  State-wide  legisla- 
tion modeled  upon  the  Guffey  Coal  Act,  with  proper  safeguards 
against  improper  delegation.  While  it  is  unlikely  that  such  leg- 
islation can  correct  the  bituminous  problem,  since  that  is  not 
territorially  confined  to  any  single  State,  State  legislation  may 
possibly  be  constitutionally  and  effectively  applied  to  the  anthra- 
cite industry,  which  is  indigenous  to  the  State  of  Pennsylvania. 
On  the  constitutional  side,  the  attitude  of  the  Supreme  Court 
expressed  in  the  recent  Labor  Act  cases  gives  ground  for  some 
optimism. 

The  proposal  is  to  vest  in  a  governmental  agency  the  power 
to  fix  minimum  and  maximum  prices  for  anthracite  coal,  based 
upon  detailed  legislative  standards,  scientifically  calculated  so 
far  as  science  may  be  of  assistance  in  so  heterogeneous  and 
complex  a  problem,  to  control  production  if  that  be  necessary, 
with  wages  and  conditions  of  employment  fixed  through  collec- 
tive bargaining.  I  recommend  that  study  be  given  to  this  pro- 
posal.  The  following  cautions,  however,  are  plainly  necessary : 

The  Guffey  Coal  Act  and  most  similar  legislative  enactments, 
including  the  National  Industrial  Recovery  Act,  were  designed 
to  operate  principally  in  industrial  areas  where  over-production 
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and  depressed  prices  were  the  evils  to  be  corrected.  It  was  hoped 
that  by  fixing  minimum  wages  and  eliminating  unfair  trade  prac- 
tices cutthroat  competition  could  be  reduced  and  profits  re- 
stored; in  the  long  run  production  might  be  stimulated,  but 
the  initial  purpose  was  to  prevent  the  further  accumulation  of 
unmarketable  surpluses  and  sweated  operations.  And  thus 
under  the  Guffey  Coal  Act  the  immediate  task  was  to  fix  mini- 
mum rather  than  maximum  prices  (although  the  power  to  fix 
maximum  prices  was  also  conferred)  and  to  halt  the  further 
demoralization  of  the  bituminous  market.  The  problem  in  the 
anthracite  industry  is  quite  the  reverse  and  I  am  by  no  means 
at  present  persuaded  that  the  technique  of  governmental  con- 
trol by  code  will  be  as  effective  in  such  a  case. 

Moreover,  it  may  be  seriously  questioned  whether  a  State- 
wide code  (in  the  absence  of  a  high  degree  of  the  exercise  of 
the  State  price  fixing  process)  can  deal  effectively  with  market- 
ing and  distribution  conditions  which  extend  far  beyond  the 
boundaries  of  Pennsylvania.  As  control  of  the  middlemen's 
and  retailers'  end  is  obviously  essential  if  the  aim  be  to  reduce 
and  control  costs  to  the  consumer,  this  caution  is  of  paramount 
significance. 

Doubtless  the  unification  of  the  industry  through  intimate 
governmental  regulation  and  fixation  of  standards  would  place 
the  industry  in  a  far  better  position  than  it  now  occupies  in 
respect,  for  example,  of  beating  down  the  railroad  freight  rates. 
But  in  this  connection  again,  the  historical  and  present  nexus 
between  the  ownership  of  the  anthracite  industry  and  the  owner- 
ship of  the  railroad  carriers  must  serve  to  qualify  any  optimistic 
predictions. 

C.   Proposals  for  regulation  of  the  industry  in  effect  as  a  public 
utility. 

Further  study  is  warranted  of  the  proposal  which  has  been 
made  from  time  to  time  to  convert  the  anthracite  industry  into 
a  public  utility  by  legislative  direction,  and  to  subject  it  to 
regulation  as  such.  While  any  realistic  analysis  of  the  facts 
would  sustain  a  legislative  finding  that  the  anthracite  industry 
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in  Pennsylvania  is  affected  with  a  public  use,  it  cannot  be  too 
confidently  predicted  that  the  courts  would  sustain  such  a 
finding.   The  Nebbia  milk  case  holds  out  some  hope. 

Apart  from  legalisms,  however,  it  is  again  obvious  that  regu- 
lation of  the  industry  by  use  of  the  conventional  methods  here- 
tofore employed  in  respect  of  public  service  industries  would 
not  necessarily  be  efficacious.  Eequiring  a  license  of  public  neces- 
sity and  convenience  for  the  opening  of  new  coal  mines,  while 
highly  salutary  in  general,  would  not  at  present  offer  a  solution 
to  the  pressing  problems  of  the  industry — except  as  it  might 
be  used  as  a  questionable  corrective  to  the  bootleg  problem — 
since  there  is  no  present  threat  of  extreme  competition  in  pro- 
duction or  unnecessary  duplication  of  existing  services.  Again, 
public  utility  control  has  employed  as  its  central  technique  the 
fixing  of  maximum  prices  yielding  a  fair  return  based  on  invested 
capital,  the  cost  of  reproduction  of  plants,  etc.  Since  it  is  claimed 
that  anthracite  operators  by  and  large  are  now  and  have  for 
some  time  past  been  realizing  a  net  loss  from  operations,  or  at 
any  rate  have  not  been  realizing  any  high  profits,  it  is  difficult 
to  see  how  fixation  of  maximum  prices  theoretically  yielding 
a  fair  return  would  be  apposite  or  significant. 

I  do  not  mean  to  imply  that  certain  controls  commonly  asso- 
ciated with  public  utility  regulation  would  not  be  useful  and 
effective.  There  is  abundant  need  for  at  least  as  great  a  measure 
of  governmental  control  over  the  anthracite  industry  as  is  now 
imposed  on  railroads,  power  and  light  companies  and  other 
public  service  industries.  Regulation  would  have  to  move,  how- 
ever, in  a  somewhat  different  direction.  This  would  be  a  new 
type  of  regulation  designed  to  increase  production  and  reduce 
consumer  cost. 

To  cite  but  one  minor  point  in  which  regulation  of  the 
anthracite  business  might  conform  to  regulation  of  other  public 
utilities:  a  uniform  accounting  system  for  coal  companies  is 
imperatively  needed  before  anyone  can  speak  with  entire  assur- 
ance about  the  true  set-up  of  the  business.  Full  disclosures 
should  be  compelled  in  various  other  connections.  The  legisla- 
ture, after  making  an  appropriate  finding  that  the  anthracite 
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industry  is  affected  with  a  public  use,  could  proceed  step  by  step 
to  plenary  regulation  of  the  industry  in  the  public  interest.  The 
process  might  be  slow  since,  or  as  we  have  indicated,  the  con- 
ventional problems  faced  in  the  regulation  of  public  utilities 
are  present  in  many  instances  in  exactly  converse  form  in  the 
anthracite  industry. 

Here  as  under  the  sections  of  this  Report  dealing  with  con- 
trol of  the  industry  through  measures  like  the  Guffey  Coal  Act, 
it  should  be  pointed  out  that  one  definite  advantage  will  be 
gained.  The  industry  will  be  so  far  organized  as  to  be  able  to 
attack  the  problem  facing  it  with  a  united  front  and  with  new 
courage  derived  from  that  strength,  although  it  may  be  ques- 
tioned, here  as  in  the  section  dealing  with  control  by  code, 
whether  the  industry  will  be  sufficiently  implemented  to  deal 
with  such  paramount  questions  as  marketing  and  distribution. 

D.    Proposals  for  complete  or  partial  government  ownership 
and  operation  of  the  industry. 

Increasingly  the  State  and  National  governments  have 
marked  a  distinction  between  ordinary  industries  and  those 
exploiting  great  latent  natural  resources  such  as  timber  and 
oil.  Public  opinion  has  come  to  recognize,  and  correctly  so,  that 
private  ownership  and  the  profit-making  motive  cannot  be 
trusted  to  develop  and  utilize  these  reserves  of  State  and 
National  wealth  in  the  public  interest.  And  therefore  public 
opinion  has  supported  progressively  stricter  regulation  of  these 
industries  by  governmental  authority,  and  more  recently  has 
sanctioned  and  encouraged  the  acquisition  and  operation  of 
these  industries  by  the  government         public  trust. 

These  considerations  apply  with  particular  force  to  anthra- 
cite coal.  If  the  history  of  this  industry  teaches  anything,  it  is 
the  lesson  that  private  capital,  left  to  itself,  can  no  more  be 
relied  on  to  place  the  industry  on  an  intelligent  basis  than  could 
the  railroads  in  the  early  days  of  transportation  development 
be  relied  on  to  use  their  franchises  in  the  public  behoof.  This, 
irrespective  of  the  high  integrity  and  ability  of  present  manage- 
ment.  Inherent  in  their  competition  lies  also  their  destructive 
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defeat.  Governmental  regulation  may  ameliorate  existing  evils 
but  it  cannot  do  a  complete  job :  this  also  is  the  lesson  of  history 
in  the  cognate  field  of  public  utility  regulation.  The  complete 
solvent  of  the  problem,  and  one  which  should  be  given  careful 
consideration  by  the  General  Assembly,  may  be  the  acquisition 
by  a  public  authority  of  anthracite  coal  lands  and  their  exploita- 
tion by  that  authority. 

It  is  recommended  that  study  be  given  to  the  proposal  that 
there  be  created  a  State  Coal  Authority  along  the  lines  of  the 
New  York-New  Jersey  Port  Authority,  which  shall  acquire  all 
coal  fields  by  condemnation  or  other  appropriate  form  of  acqui- 
sition and,  after  an  initial  outlay  without  pledging  the  credit 
of  the  State,  return  to  existing  owners  of  mines  and  lien  or  other 
creditors  thereof,  in  exchange  for  their  existing  holdings,  obli- 
gations of  such  public  authority  having  equivalent  real  value. 
Such  public  authority  would  proceed  to  reorganize  the  industry 
along  the  best  available  economic  and  scientific  lines,  and  would 
enter  the  field  as  an  active  competitor  with  other  fuels  on  the 
interstate  market.  Such  a  state  owned  Authority  would  clearly 
be  beyond  the  Federal  regulatory  power  as  to  monopoly  or 
price  where  its  economic  function  was  to  reduce  rates,  increase 
production,  enhance  employment  and  release  trade.  It  would 
act  to  overcome  the  restraint  of  trade  now  implicit  in  bewildered 
private  ownership. 

I  am  sufficiently  sanguine  of  the  competency  of  the  govern- 
ment of  Pennsylvania  to  believe  that  the  State  can  run  the 
anthracite  industry  more  effectively  than  private  capital.  I 
believe  that  this  proposal  offers  an  exciting  possibility  in  the 
public  control  of  a  natural  resource  with  the  odds  in  favor  of 
its  ultimate  success.  It  offers  a  unique  opportunity  for  pro- 
curing for  the  industry  the  true  advantages  of  monopoly.  I  am 
frank  to  admit  that  government  operation  involves  so-called 
political  implications ;  but  it  is  high  time  that  such  implications 
be  faced  directly  and  answered  squarely.  The  record  of  achieve- 
ment in  government  ownership  and  operation  in  this  country 
affords  no  basis  for  egregious  pessimism.  For  every  failure 
or  corruption  in  the  area  of  state  operation  I  can  point  to  at 
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least  two  in  the  field  of  private  finance  or  industry.  Over  long 
stretches  private  capital  in  industries  fails  to  yield  any  net 
return.  The  record  which  the  state  would  have  to  excel  in 
anthracite  gives  the  State  a  substantial  head  start.  The  cre- 
ation of  a  civil  service  for  higher  employees  and  managers  is  a 
distinct  possibility.  As  I  write  this  section  the  press  reports 
that  Great  Britain  has  approached  its  serious  coal  problem 
directly  in  the  avenues  of  governmental  ownership  and  control. 

The  figures  given  above  as  to  the  present  structure  of  the 
industry  indicate  that  the  burden  of  obligations  which  will  rest 
on  the  public  authority  by  reason  of  the  conversion  of  existing 
holdings  into  obligations  of  the  public  authority  would  not  be 
excessive  even  if  adjusted  at  fixed  interest  requirements.  The 
alternative  is  the  issuance  of  some  form  of  income  debentures. 
The  basic  real  worth  of  the  industry  is  at  present  low,  since  its 
profit  are  low.  Even  the  book  values  placed  by  the  companies 
on  coal  reserves  owned  by  themselves  have  been  shrinking  in 
recent  years.  I  do  not  suggest  that  the  coal  lands  may  be  picked 
up  at  bargain  rates  because  of  the  existing  debacles  in  the 
industry,  but  the  prospect  of  acquiring  the  lands  at  a  good  and 
workable  initial  capitalization  is  unquestionably  bright. 

Since  present  competitive  managements  have  succeeded  only 
in  depressing  coal  securities  to  successively  lower  levels,  exist- 
ing security  holders  may  indeed  welcome  the  opportunity  to 
convert  their  present  dead  investments  into  new  securities  of 
a  public  authority.  In  the  long  run  they  would  be  well  advised 
to  encourage  rather  than  oppose  such  a  proposal. 

Failing  the  adoption  of  the  plan  for  ownership  and  operation 
of  the  coal  lands  by  a  public  authority,  consideration  should  be 
given  to  the  creation  of  one  or  more  yardstick  mines,  as  hereto- 
fore indicated  in  connection  with  the  bootlegging  problem. 

While  I  have  suggested  above  a  means  of  financing  govern- 
ment ownership  and  operation  without  pledging  the  credit  of  the 
State  in  the  enterprise,  alternative  possibilites  may  be  equally 
feasible.  In  any  case  and  no  matter  which  proposal  along  this 
line  is  adopted,  it  may  be  wise  to  maintain  some  representation 
of  existing  coal  interests  in  the  controlling  board  or  govern- 
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mental  corporation.  In  any  event  the  specific  means  of  putting 
such  a  program  into  effect  is  a  question  of  choice  among 
innumerable  workable  alternatives. 

It  need  hardly  be  noted  that  government  ownership  will  re- 
sult in  that  unification  of  forces  which  we  have  denominated  the 
sine  qua  non  of  industrial  recovery.  It  wiU  create  a  unit  power- 
ful enough  to  meet  each  and  every  problem  now  surrounding 
and  challenging  the  industry,  and  in  particular  it  offers  the 
greatest  hope  short  of  national  ownership  of  solving  the  para- 
mount questions  respecting  marketing  of  the  product.  It  plainly 
offers  the  only  state  chance  of  planned  exploitation  of  coal  re- 
serves and  location  and  distribution  of  production  in  the  coal 
area,  in  the  light  not  only  of  industrial  but  of  social  welfare.  Be 
it  noted  that  government  operation  does  not  necessarily  mean 
further  concentration  of  operations  although  it  undoubtedly 
means  a  gradual  reallocation  of  mines. 

E.    Separate  Treatment  of  Peripheral  Coal  Lands. 

Running  athwart  several  of  the  proposals  considered  above 
is  the  possibility  of  adopting  a  special  policy  with  respect  to 
presently  unmined  coal  lands.  Even  if  the  industry  is  to  con- 
tinue under  private  management,  with  or  without  the  various 
State  controls  hereinabove  discussed,  there  is  much  to  be  said 
for  Federal,  or  State,  or  combined  Federal  and  State,  acquisi- 
tion of  the  huge  reserves  of  coal  lands  not  being  mined.  Such 
reserves  are  many  times  as  large,  geographically  and  tonnage- 
wise  as  the  coal  areas  now  being  mined. 

I  have  to  point  out  again  that  these  lands  are  not  so  much  a 
State  as  a  National  heat  and  power  reserve  for  future  genera- 
tions. Unscientific  or  uneconomical  use  of  the  reserve  is  equiva- 
lent to  the  waste  of  a  National  asset.  A  National  Fuel  Authority 
to  advise  on  National  problems  of  conservation  of  all  natural 
repositiories  of  energy  is  vitally  needed.  It  is  reasonable,  there- 
fore, to  suggest  that  the  Federal  authority  (possibly  through  the 
R.  F.  C.)  or,  failing  the  Federal,  the  State  authority  (and  joint 
effort  is  not  impossible),  take  over  by  purchase  or  condemnation 
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the  peripheral  coal  lands  and  exercise  a  needful  check  on  future 
development  of  the  industry  by  controlling  subsequent  exploita- 
tion. This  control  might  take  the  form  of  leases  or  royalty 
arrangements  geared  to  production,  as  operating  companies, 
having  exhausted  their  present  lands,  are  obliged  to  move  into 
new  areas  under  government  ownership.  Through  this  basic 
control  of  coal  to  be  mined  conditions  of  operating  and  market- 
ing might  be  laid  down  for  all  future  users. 

Operating  companies  presently  owning  substantial  unused 
coal  lands  would,  after  such  acquisition,  be  directly  relieved  of 
taxes,  depletion  and  certain  interest  burdens  and  other  similar 
charges.  The  payments  made  to  the  government  authority  as 
consideration  for  the  later  exploitation  of  these  lands  would 
take  the  place  of  such  tax  and  depletion  charges,  etc.,  but  there 
is  more  than  a  fair  possibility  that  the  aggregate  burden  would 
be  less,  through  more  favorable  interest  rates,  reduction  of 
bookkeeping  depletion  entries  and  the  like,  thus  implying  lower 
prices  to  the  consumer.  Of  even  greater  importance,  perhaps,  is 
the  fact  that  such  a  program  would  make  the  mining  of  coal 
virtually  dependent  upon  a  franchise,  which  might  be  appro- 
priately conditioned  in  the  public  interest. 

CONCLUSION. 

This  Report  contains  (1)  a  definite  program  for  legislative 
action  in  respect  of  the  bootleg  problem;  (2)  various  sugges- 
tions for  the  basic  reform  of  the  entire  anthracite  coal  industry. 

Shortness  of  time  and  the  absence  of  factual  data  have  pre- 
vented the  submission  of  a  single,  definite  and  detailed  recom- 
mendation from  me  as  to  the  general  reorganization  or  revision 
of  the  basic  structure  of  the  industry.  I  believe  that  this  or 
a  similar  Commission  should  be  directed  to  continue  investiga- 
tion to  the  end  that  a  concrete  program  may  be  submitted  for 
legislative  and  executive  action  some  time  before  the  winter 
months.  The  work  of  this  or  any  similar  Commission  may  be 
expedited  by  a  legislative  declaration  at  this  time  indicating 
which  if  any  of  the  several  proposals  should  be  pursued. 
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To  adopt  any  one  of  the  aforementioned  proposals  will  seem 
too  adventurous  to  some  people.  But  may  it  be  pointed  out  that 
the  habit  of  laissez  faire  has  of  recent  years  not  brought  peace 
and  plenty  to  any  of  the  interests  impinging  on  anthracite  coal, 
and  a  policy  of  "do  nothing"  may  be  the  most  costly  path  for 
the  Commonwealth  of  Pennsylvania. 


The  cooperation  of  John  Habistrah  and  P.  Bernard  Nort- 
man  is  appreciatively  acknowledged. 


Respectfully  submitted, 
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